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FEDERAL RESERVE ACT AMENDMENTS OF 1977 



THURSDAY, JUNE 23. 1977 

House of Rkprbbentativb, 
subcomlintsb on domestic monvtaby poucy 07 the 
cohhtttsb on banking, financb and usban affairs, 

Washington, D.C 
The subcominittee met, pursuant to notice, at 10:20 a.m., in room 
2128, Rayburn House Office Building, Hon. Parren J. Mitchell 
(chauman of the subcommittee) presiauig. 

Present: Representatives MitcheU, Neal, D' Amours, Barnard, 
Watkins, Derrick, Hannaford, Hansen, and Caputo. 
Mr. Mitchell. The hearing will please come to order. 
Dr. Bums, it is always good to have you appear before this 
subcommittee or any of the subcommittees of we Committee on 
Banking, Finance emd Urban Affairs. We are delighted you could 
take time from your busy schedule to be with us, and we welcome 
you. 
I have an opening statement which is in rather great detail. 
' ' ' the time constraints on the members and on tiie 



chairman, I will simpW make one or two observations from that 
opening statement and ask unanimous consent that it become a 
part of the record. 

This hearing has been called to consider H.R. 6278. The main 
provisions of the bill fire, as you know: 

First, that appointments of the Chairman uid Vice Chairman of 
the Board of Governors of the Federal Reserve System be made at 
regular 4-year intervals beginning February 1, 1982; 

Second, that unexpired portions of the Chairman's or Vice Chaii^ 
man's terms be filled cmly for tiie unexfored portions; and 

Third, that the Senate confirm the President s designees for the 
positions of Chairman and Vice Chairman. 

H.R. 6273 maltes no change in the arooinbnent of the members of 
the Board of Governors of the Fedenu Reserve System. 

The scope of the bill is limited to the Federal Reserve Board 
Chairman and Vice Chairman only. The Senate confirmation has 
been discussed time and time again. As you read the stetoment in 
the record, I think we make a strong point for confirmation by the 
Senate. 

Let me take a moment to stress that this legislation seeks only to 
achieve what President Carter said in a position paper on the 
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economy, which was released in April 1976. To-wit— and I am 
quoting from his position paper: 

It is important that throu^out a Preeident's term he have a Chairman of the 
Federal Reserve whose economic views are compatible with bis own. Currently the 
Chairman ia appointed for a 4-year term, but not necessarily coterminua with the 
Pi:«8ident'8 term. To insure neater compatibilitjr between tiie President and the 
Federal Reserve Oiairman, I propose that subject to Senate confirmation the 
President be given t^ power to appoint his own Chairman of the Federal Reserve 
who would serve a term coterminous with the President. 

Obviously President Carter has not formblly commented on my 
bill. I am just indicating what his position weis in April of 1976. 
[The text of RR. 6273 follows:] 
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R R. 6273 



IX THE HOUSE OF REPRESENTATIVES 



Bfr. MiTCirEU. of Jlxrj'lnnd intmliK-iHl tli» following bill; whii-li ivas rofcniHl 
to the CoiiHiiittee on Ranking, Fiiisnre and l'rl>nn Affairs 



A BILL 

To amend the Federal Resene Act to provide tor Senate con- 
firmntion of certain appointments, and for other purposes. 

1 Be it enacted h'j the Senate and House of Jiepresenta- 

2 lives of the United Stales of America in Congress assembled, 

3 Tlint this Act may be cited as the "Federal Reserve Act 

4 Amendments of 1977". 

5 Sec. 2. The third sentence of the second paragraph 

6 of section 10 of the Federal lieserve Act ( 12 U.S.C'. 2-12) is 

7 amended to read as follows: "Of the persons Ihus appointi.>d, 

8 beginning on Febrnurj' 1, 1982, and at four-year intervals 

9 tlicreafter, one shall be designated by the Prosidcnl, by and 
lU with the advice and consent of the Senate, to sene as Cliair- 
1 1 man of the Board for a term of four years, and one Rhall be 
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1 designated by the Frcsidrnt, by and with the advice and 

2 consent of the Senate, to serve as Vice Chairman of the 

3 Board for a term of four yeai-s." 

4 Sec. 3. The second paragraph of sectiou 10 of the Fcd- 

5 eral Reserve Act (12 U.S.C. 242) is amended further by 

6 inserting after the tbird sentence stated above the following 

7 new sentence. "Whenever a vacancy shall occur, other than 

8 by expiration of teim, among the Chairman or Vice Chair- 

9 man of the Board of Governors of the Federal Reserve Sys- 

10 tem appomted by the President as above provided, a suc- 

11 ccssor sliall be appointed by the President, by and with the 

12 advice and consent of the Senate, to fill such vacancy, and 

13 when appointed he shall hold office for the unexpired term of 

14 his predecessor,". 
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Mr. Mitchell. Let me stress also that the bill would in no way 
aiTect the tenure of the present Cluiirman. It is clearly designed not 
to become involved in ttiat at all. I think we have drailea a good 
bill. If you will read the entire statement as it appears in the record 
later, I hope you will agree with me. 

[The opening statement of Chairman Mitchell follows:] 
Openimo Statkaixnt by Ckaikkam Paebsn J. Mttchkll 

This hearing has been called to consider H.R, 62V3. The proviBions of the bill will 
assure that the existing authority of the President to deeignate the Chairman and 
Vice Chairman t^ the Board of Governors of the Federal Beserve Svstem will be 
exercised at a reasonable time in relation to each Presidential t«rm of office and in 
such manner as to aUow the President to select a Chairman of his (or her) own 
cboonng. In addition, H.R. 6273 will assure that aiipointmente to theee two ex- 
tremely influential pontions will be sulqect to the advice and consent of the Senate. 
To accom^irii theee modest but significant goals, the bill specifically provides for the 
following: 

1. That appointments of the Chairman and Vice Chairman of the Federal Beserve 
be made at regular four-year intervals begiiming February 1, 1982; 

2. That unexpired portions of the Chairman's or Vice Chairman's terms be filled 
only for the unexpired portions; and 

3. Iliat tfae Senate cantirm the Preeident'e designees tor the podtions of Chairman 
and Vice Chairman. 

H.R. 6273 makes no change in the appointment of the members of the Board of 
Governors of the Federal Reserve System. As now, the Board will continue to be 
composed of seven members. As now, theee seven persons will be appointed by the 
Ihresident with the advice and consent of the Senate. As now, a full term as Governor 
will be for 14 years and the terms of the seven Governors will be staggered so that 
one e^iree every even-numhered year on January 31. As now, appointments to fill 
unexpired portions of Govemors' terms will be for only the unexpired portions. As 
now, one of the Govemors will serve as Chairman of the Federal Reserve Board and 
one as Vice Chairman. 



H.B. 6273 is limited in scope to appointment of the Federal Reserve Chairman and 
Vice Chairman. Even in regard to these appointment, the bill is limited. It does not 
change the President's power or responsibility vis-a-vis appointment of the Cliairman 
and Vice Chairman. As now, each President must appoint a Federal Reserve 
Chairman and Vice Chairman at least once during each Pi«sidential term. As now, a 
fUU term for both the Chairman and Vice Chairman will be four years, and 
reappointment will be permitted. But whereas now appointment to theee positions is 
always fbr a full term, which begins the date of the appointment, my bill provides for 
filUng unexpired terms fbr on& unexpired portions and regulariies toll terms to 
begin coincident with the Sret scheduled vacancy on the Board of Govemors after 
the President is inaugurated. This vacant occurs one year and 11 days after 
inauguration. Byprovi&ig tor t^ipointmMit of the Chairman and Vice Chairman the 
next day, HJL 6^3 removes the chance which now raiata that the President would 
have to pick the Chairman from among the incumbent Govsmors. 

It is important to stress, moreo v er, uat since only one vacancy occurs on the 
Board every two years, there will be only one vacancy when the Presideot appoints 
the Chairman and Vice Chairman. Tiait, either the CSiairman or Vice Chairman will 
have to be appointed from among current Board members. In dact, the President 
could appoint Doth the Qiairman and Vice Chairman from among current Board 
members if he desired to do so. 



The provision in H.R. 6273 fbr Senate coofirmatioB distinguishes the Chairman 
and Vice Chairmui from other membert of the Federal Rsewve's Board of Gover- 
nors. This is important Perscma c^Mble of serving as members of the Board of 
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Chairman appointed t 

CONSONANCE WITH THE STATED AIMS OP PRESIDENT CARTER 

Let me stress that what my legialation seeks to achieve is only what President 
Carter said, in a poaition paper on the economy which was released in April 197$, 
that he wanted to achieve: 

"3. Better Coordination Between Fiscal and Monetary Policy — I propose the 
following steps: 

While the Federal Beserve Board should maintain its independence from 
the Executive Branch, it is important ttiat throughout a President's term he 
have a Chairman of the Federal Beserve whose economic views are compati- 
ble with his own. Currently the Chairman is appointed for a four year term, 
but not oecessarily cotermmous with the President's term. To insure greater 
compatibility between the President and the Federal Reserve Chidnnan, I 
propose that, subject to Senate confirmation, the President be given the 
power to appoint his own Chairman of the FedJeral Reserve who would serve 
a term coterminous with the President's." 
The Preeident has not formally commented on my bill. But it ia fair to say that 
H.R. 6273 provides the essentials of what he asked for. It provides, as he askea, that 
subject to Senate confirmation, the President appoint bis (or her) own Chairman, and 
applies the same procedure to appointment en the Vice Chairman. However, H.R. 
6273 doee not provide that these officials serve terms coterminous with the Presi- 
dent's. It delays the appointments one year. Let me explain why. 

Under current law. the terms of Board members expire on January 31 in even- 
numbered years while the President b^(ins his term on January 20 of an odd- 
numbered year. If the President had to appoint the Chairman a few days after he 
was inaugurated, except by accident, he would be restricted to picldng from among 
the seven persons already serving on the Board before he was inaugurated. By 
setting the terms of the Chairman and Vice Chairman to begin on February 1 of tM 
year after inauguration of the President. H.R. 6273 aasures with 100 percent 
certainty that there will be one vacancy on the Board of Governors when the 
President appoints the Chairman and Vice-Chairman. In this way H.R. 6273 allows 
the President to appoint his (or her) own Chairman to perve simultaneously for the 
m^jor part of the President's term without disrupting existing tenure arrangements 
of the members of the Board of Governors. It is an efHcient way of assuring both that 
the President will have meaningful freedom of choice in appointing we Federal 
Reserve Chairman or Vice-Chairmao and that the term of the Chairman conforms 
reastmably closely to that of the President. A one year delay in Presidential 
appointment of the Chairman has the advantage, moreover, of providing for continu- 
ity in monetary polity when the Presidency changes hands without making the 
federal Reserve a [xtbcy-making preserve, oif-limits to new Presidents, conceivably 
for the bulk of tfaeir terms. 



Under current law, a new I>resident mi|^t have to wait two or three years, or even 
longer, before appointing the Federal Reserve Chairman. This could deny the 
President meaningAil access to the councils where monetary policy is made. The 
potential for conflict ia huge. Lack of serious difficulty in the past does not mean 
there will be no problems in the future. Moreover, ^m my reading of history, there 
have been serious difficulties in the past. For example, in 1948 President 'Truman 
replaced Marriner Eccles for what Mr. Eccles tbougnt were pobtical reasons in an 
election y«ar. In any case, if the Chairman's term is l«ft to chance, the poedbility of 
problems is definitely increased. Divisive conflict about Federal Reserve policy could 
ensue if the President were required to choose the Chairman in a Presidential 
election year or be restricted to selecting the Chairman from among just s 
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behavior reeultins from this procedure, for example during interim appointmenta 
which ineacapably will have to be made, ahould not be taken Mriously. The structure 
of the Federal Reserve is an obvioua safeguard against such behavior. The Chairman, 
after all, is ontv one of seven members of the Federal Reserve's Board of Governors, 
rer, has only one vote of 12 on its Open Market Committee. The President 



might try to influence monetary poticy by appointing a Chairman with compatible 
views, but there is no way that H.R. 6273 compels the Federal Reserve to pursue 
policies the majority of the Board and Open Market Committee deem unwise. This is 



as it should be — the President must have access to the Federal Reserve but not 
control. This ia what H.R. 6273 provides. 

Before we hear troat Dr. Bums, who is our witness today, I want to announce that 
w« invited Budget Director Lance to testify before the Subcommittee on this 
Iwislation. Regretfully, he declined. However, I was pleased to note in a column by 
Kutquis Childs in the June 2lBt Waskin^n Pint that Director Lance favors having 
the term of the Federal Reserve Chairman run coinddental with tiiat of the 
PresidMiL According to Quids, "He told a ^up of reporters the other day that this 
arrangement would contribute to the coordmation of fiscal poUcy and that a dialogue 
between the President and the Chairman would, in no way, affect the Fed's 



thehraring record. For now let it suffice that a preliminary count of the responses 
received to date shows 84 would generally favor the bill and 14 are oppoeed. Included 
among those for the bill are John Kenneth Galbraitfa, Bfilton Friedman and a 
number of ex-Federal Reeerve officials. 

Mr. Mitchell. I will turn to the ranking minority member, Mr. 
Etensen, for an opening statement. 

Mr. Hamsen. Tliank you, Mr. Chairman. 

Although there appears to be no critical need for the legislation 
we are considering today, I am nonetheless pleased that we have 
the opportunity to hear the testimony of Dr. Arthur Bums regard- 
ing this operational aspect of the Federal Reserve Boiml. 

The scholarship and experience of Chairman Bums will no doubt 
be enlightening, as always, in such a discussion of this and related 
matters which axe important to the level of money supply and 
stable prices. Since I understemd his statement is brief, and you 
have made your statement brief, Mr. Chairman, I think the beet 
thing for me to do is just say I look forward to this testimony and 
thank you. 

Mr. MrrCHZLL. Thank you very much. Mr. Chairman, we await 
your words of wisdom and your advice. Welcome to the 
subcommittee. 

STATEMENT OF HON. ABTHUB F. BURNS, CHAIRMAN, BOARD OF 
GOVERNORS OF THE FEDERAL RESERVE SYSTEM 

Dr. Burns. Thank you vei? much, Mr. Chairman. 

It is a pleasure to meet wiu this subcommittee and to testify on 
RR. 6273. The bill provides that, b^;innin^ on Februsi^ 1, 1982, 
and at 4-year intervals thereafter, the Chairman and Vice Chair- 
man of the Board of Governors of the Federal Reeerve System shall 
be appointed by the President with the advice and consent of the 
Senate. It fiiruier provides that if a vacancy occurs in either c^ 
these offices, any portion of the term remaining shall be filled only 
for that unexpired portion. 
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Let me Bay at the outset that at varioua times I, as well as many 
other students, have been on different sides of the principal issue 
raised by this bill. I have always felt, however, that the present 
procedure of appointing the Federal Reserve Chairman has worked 
quit« well for more than four decades, and that no clear need has 
been demonstrated for changing that procedure. 

I recognize that there is some force in the eirgument that the 
Chairman of the Board of Governors should be consenial to the 
President, and this is essentially the philosophy underlying H.R 
6273. The manner in which the bill proposes to advance that 
objective is thoroughly responsible. By providing that the terms of 
the Chairman and Vice Chairman shall begin 1 yeeir after a 
President is inaugurated, H.R. 6278 would certainly reduce the 
extent to which these appointments might become enmeshed in the 
politics of Presidential elections. The bill would thus encourage the 
selection of persons to till these important offices in a deliberative 
manner, free from the pressures that surround the appointment of 
Cabinet members by a new President. Moreover, by providiDg that 
the new procedure will not take effect until 1982, the propceal is 
clearly not motivated by any personalized political concerns. 

On the other hand, my eameet evaluation of this and other 
proposals that would directly link the term of the Chairman of the 
Federal Reserve to the term of the President has led me to conclude 
not only that such linkage is unnecessary, but that it would also be 
unwise — principally because it would amplify the political aspects 
of Federal Reserve appointments. 

Let me explain. The premise of the l^islation ia that every 
President should be assured of having his "own man" as Chairman 
within a relatively short time after nis inauguration. In my judg- 
ment, this premise is out of harmony witji the act's provision of a 
14-year term for Board members. By providing for 14-year terms, 
staffiered so that one expires every 2 years— miich this bill wisely 
woiud not change — Congress constructed a solid foundation for a 
monetary authority having both independence and continuily. The 
assumption underlying the 14-year term is that Board members will 
serve the public interest exclusively; and that even though they are 
appointed through the political process, as Federal judges indeed 
are, the assurance of a lengthy term will free them from political 
pressures that might affect omceholders with short terms. How- 
ever, because H.R 6273 would link the Chairmanship to the incum- 
bency of a President, the likely result is that the person selected for 
that position would not serve his full term and would leave the 
Board only a year Eifter the President who appointed him left his 
office. The consequence could be some politicudng of the Federal 
Reserve, and perhaps some erosion of the independence of the 
Nation's monetary authority. 

A corollary of the "linked" terms procedure, of course, is that 
vacancies in the offices of Chairman and Vice Chairman can be 
filled only for the unexpired portions of the terms. This aspect of 
the proposal is also quite troubling. Where only a relatively short 
portion of the 4-yuu- term remains to be served, it may be quite 
difficult for a President to recruit a highly qualified individual in 
view of the need for an appointee to sever lus prior relationship and 
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divest or put in trust his investments. Nor could tiie President give 
any assurance of reappointment to a full term — where, for example, 
he himself was not elifible for reelection. 

Even where it might be possible for the President to reappoint his 
nominee for a full term, the individual appointed to flll an 
unexpired term would in effect be on probation until the partial 
term exmred. The implications of this for the independence of the 
Federal Reserve during that period — the possibility that the individ- 
ual will be inclined to act in such a way as to promote his own 
reappointment — are obvious. Moreover, the procedure for filling 
imexpired terms might result in the office of Chairman being 
unfilled until the Prudent was in a position to make an appoint- 
ment for a fuU 4-year term, thus leaving the central bank handi- 
capped for that period. To my mind, these are serious limitations. 

Fmally, H.R. 6273 would require the appointment of the Chair- 
man and Vice Chairman to be subject to Senate confirmation. 
While I see no compelling need for this procedure, since all nomi- 
nees to the Board must be confirmed, I have no objection to it, as I 
informed Chairman Proxmire on June 3. 

Over the years, Presidents and Federal Reserve Chairmen have 
developed effective means of exchfuiging views and cooperating in 
the puDlic interest without t^islation identifying the ChEiirman as 
the selection of a particular President. I bel^ve your predecessors 
in the Congress acted wisely in creating a design for the Federal 
Reserve that insulated it from politics. That design has stood the 
test of time and experience exceptionally well. I utve you not to risk 
introducing a political dimension into the Federal Reserve by adopi- 

%l^islation for which no need has been demonstrated, 
lat concludes my statement. I want to thank you for the 
opportunity, Mr. Chairman. 

Mr. Mttchxll. Thank you very much for your statement. All 
questioning will be done under the 5-minute rule. 

Dr. Bums, let me go back to 1968. During that year, responding to 
a question from Chairman Wright Patman, the Federal Reserve 
Board wrote, and I quote from the hearing record: 

Id a letter dated October 6, 1966 to RepreMntative Abraham Multar, Qiaimiai) of 
the Subcommittee on Bank Supervision and Insurance of the House B""^'"g and 
Correncv Committee, Chatnnsn Martin stated that the Board beUeved that the 
terms of the Chairman and Vice Chairman of the Board should be related to the 
President's term of office and that a new President should be able to appoint a 
Chairman of hie own choice and should not be limitad in his selection to incumbent 
Board members. 

Dr. Bums, I recognize the Board is composed of seven new 
persons, but this represents a 180-degree shin from the position 
taken in 1966 and reaffumed in 1968. 

More specifically my question is, has the whole Board considered 
this proposed piece of l^islation, and is it opposed to it; or are 3n)u 
speaking from your own personal point of view? 

Dr. Burns. Let me indicate once again, as I have in my state- 
ment, that I and many others who have looked into this question of 
coterminous terms — or roughly coterminous terms — have debated 
this among ourselves and have changed positions, moving one way 
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or the other. I will read the pertinent sentence in my statement 
once again, because I think it is important: 



I do not mind reporting to you that I have changed my mind. Last 
year in connection with a bill that the Congress was then consider- 
ing, I reported to the Congress that the Board had no objection to a 
roughly coterminous term. Since then we have considered this issue 
agam within the Board. I have given it a good deal of thought, and I 
do not find it an easy question. At present a clear nugonty of the 
Board favors the position that I have taken. 

Mr. MrrCHELL. A clear minority. Could you break it down just a 
little finer for me? 

Dr. BuBNS. I would rather not do that because I am not entirely 
sure of my recollection. But let me repeat that a clear majority 
favors the position taken in this statement. 

If we debated the issue longer, individuals might change their 
present opinion. I am capable of changing my own opinion in the 
course of this hearing, Mr. Chairman. It is not an easy question. 

Mr. MrrcHELL. That makes me very optimistic. The Chair has just 
a second question and then I will turn to Mr. Hansen. 

Dr. Bums, in your testimony you argued that Unking the Chtur- 
man to the incumbency of a President would likely result in the 
Chairman's not serving his full term as Governor and leaving the 
Board only a year after the President who appointed him left office. 
In this connection, it seems to me that many of your predecessors 
have served under a number of different IVesidenta. 

William McChesney Martin was iirst appointed by Mr. Truman, 
reappointed four and eight years later by President Elsenhower, 12 
years later by President Kennedy, and 16 years later by President 
Johnson. Clearly Martin's term was linked to these Presidents. 

It seems to me, with all due respect, that your petition confuses 
an appointment and reappointment of a particular Chairman with 
the appointment of cheurmen in general, and I do not think this is 
true of H.R. 6273, the bill we suggest; and I do not think it has been 
true historically. 

Dr. Burns. On the historicalpoint, I believe that at the times 
when Mr. Martin's term as Chairman expired, there were no 
vacancies on the Board. Therefore, the President, in choosing his 
Chairman, was restricted to the existing membership of the BoEud. I 
think that point is of some importance. I also believe that Chairman 
Martin's case is the only historical instance that is relevant to the 
point you have raised. I do not think there is another case. If I am 
wrong on that line 

Mr. MnCKELL. I think that you are. 

Dr. Burns. I do not think so, but if I am, I can assure you I will 
put a correction into the record. 

Mr. MrrCHELL. I was considering when Mr. Eccles was Chairman. 

Dr. Burns. I am looking at that right now because I thought that 
was worth checking. He was appointed in — 

Mr. MrrCHELL. He served under four Presidents. 
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Dr. BuRNB. He was appointed in 1934 when Franklin D. Roosevelt 
was President. He was reappointed eis Chairman in 1936, 1940, and 
1944 by Preeident Roosevelt. He was not reappointed as Chairman 
in 1948, but he did stay on as a member of the Board. I believe that 
is the only instance historically of that sort. 

[Dr. Bums submitted the following statement for inclusion in the 
record at this point:] 

ContraiT to my statement at the hearing, there were vacancies on the Board close 
to certain of the dates on which Mr. Martin was reappointed aa Chairman. Specifi- 
cally, a vacancy created by the death of Paul E. Miller on October 21, 1954, existed 
when Mr. Martin was reappointed as Chairman on March 11, 1966, and was filled 
when Charles N. Shepatdson took the oath of ofGce on March 17, 1956. Also, a 
vacant created by the reeipiation of James K Vardaman, Jr. on November 30, 
1968, existed when Mr. Martin was reappointed as Chairman on March 12, 1969, and 
wu filled when O. H. King, Jr.. took the oath of office on March 2S, 19S9. 

Mr. Mitchell. Finally, let me just say in response to your last 
statement, that the bill that we are considering seeks to remedy the 
condition you spoke about, the condition of the President's being 
restricted in his choices. I think that is one of the more salutary 
effects of the present legislation before us because it would remove 
that restriction. 

Dr. BuBNS. Whether or not the bill has that merit is arguable. It 
does work in the direction of removing that restriction, but it does 
not remove it completely. Suppose that a Chairman decides to 
resign ^m that ofEioe but to continue serving as a member of the 
Board. In that case the President would have to choose as Chairman 
one of the other six Governors. 

Mr. MrrcHELL. Thank you, Dr. Bums. I rect^nize the time con- 
straints and I want to give an opportunity to the other TOembers to 
raise questions, but I would like to come back to that very point 
after we have recognized the other members. 

Mr. Hansen, you are recwnized for 5 minutes. 

Mr. Hansen. Thank you, Mr. Chairman. 

Dr. Bums, I thought your statement was a little like the Gettys- 
buig Address— brief as it might be, it laid out the situation very 
well. I think you pointed out the weaknesses of the proposed 
legislation very appropriately. 

I am concerned about the mischief that can be wrought in this 
kind of l^cistation where maybe edl we Etre playing is a bit of a 
numbers game in how we handle appcnntments. Howeveo-, with a 
vehicle like this, it is a long way from subcommittee to the floor, 
and through the subcommittee and the floor of the other body, and 
a lot of attachments can be made. It is not just those direct things 
^ou have addressed yourself to, but other things that could be added 
m the proceea that concern me. 

I think Congress tried hard to make the budget process a conpes- 
sional budget process. We have had moro to sav about |^eral aacai 
economic policy recently than before, and I tnink it is reasonable 
and proper to try to assert Qie fact that Congress should have a 
detennination in monetary policy. After all, that is the way the 
Constitution structured it. 

It seems to me there may be some inconsistency here in attempt- 
ing to structura the monetair policy system and ue activities of tne 
Fed too much along one line or government, the Preadential 
policies. 
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Do you have any comment to make in this re^rd? 

Dr. Burns. I tJiink that there is real substance to your comment. 
I must sa^ that much of the disctission of this question of the 
relationship between the President and the Chairman and of where 
monetary authority ought to be lodged is very academic. 

I know that many of my economist friends believe that the 
Federeil Reserve's monel^y policy should be substantially deter- 
mined by the President. When I have talked this out with them, I 
have received the impression that they think of the President as 
having a great deal of time to devote to monetary policy issues, of 
his becoming a scholar in that field, of his seetung the advice of 
learned men entirely removed from the political arena — men of 
experience and wisdom and judgment — axia, finally, of his arriving 
at a conclusion on monetary policy or a view concerning it. 

In practice, the President will not be a scholar in the monetary 
area. In practice, his thinking on the subject is likely to be deter- 
mined by this or that political hack in the basement of the White 
House. 

I think I know whereof I speak. 

Mr. Hansen. Dr. Bums, I might inject here the chairman men- 
tioned something about Director Lance advocating a coterminous 
situation with r^ard to appointment of the Federal Reserve Board 
Chairman. Is there not a possibility of too much arrangement of 
fiscal policy in Government by one group? For instance, the Prea- 
dent already has the 0MB, the Secretary of the Treasury, all of 
this, £uid it seems to me with Congress going one direction and the 
President going another direction, somewhere out there it is nice to 
have someone relatively neutral, politically, to kind of balance 
things. 

If this gets pushed into one orbit or another, maybe we lose that 
ability to halance the situation. Is there Emything you have to say in 
this regard? 

Dr. Burns. I would agree with that. In fact, a very well known 
Senator — I am not going to name the man, but over the years he 
has been a critic of the Federal Reserve and has felt that monetary 
authority ought to be lodged in the White House or at least shared 
extensively by the White House — this Senator told me not bo long 
a^o that he hsa arrived at the conclusion that having a center of 
disinterested advice on economic issues and concern with economic 
issues is beneHcial to our Government and to our country. I was 
ve^ pleased by that. 

These are difficult questions. We have a government of separation 
of powers, and I believe that is a good thing. The main dimculty I 
find with this bill is that no clear need for such legislation has been 
demonstrated. I do not really see an^ clear advantage in it, and I 
see the disadvantage that the White House could have undue 
influence on independence of thought within the Federal Reserve. 

Mr. Hansen, tjiank you, Dr. Bums. My time has expired. 

Mr. Mitchell. Mr. Neal, you are recognized for 5 minutes. 

Mr. Neal. Thank you, Mr. Chairman. 

I guese I do not know exactly how to approach this issue because 
frankly I just do not have very strong feelings about this biU one 
way or the other, although, as I listen this morning it doee seem to 
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me we are entering into a general discussion of something that ia 
very important, and that is the conduct of our monetary policy in 
this country. I would think that the problems we have had m recent 
years with inflation and recession and that portion of it caused by 
monetary policy have, if anything, come about because of a too close 
relation^p between the administration and the Federal Reserve 
Board. I do not know how that relationship existed, but I think 
there was such a clear philoeophical similarity between the Board, 
as measured by its poUcies, and a former President. I would oer^ 
tainly hate te see us balance the scales in favor of the administra- 
tion's thinking about the conduct of monetary policy in future 
years, 10, 15, 20, 100 years down the road. 

I would also hate to see the Congress conducting monetary policy 
on a day-by-day or month-by-mont£ or year-by-^ear basis, because I 
think the temptetions would be too strong in election years to 
increase the supply of money and bring interest rates down. I think 
we would pay a horrible price for that unstable pohCT and we would 
pay horrible prices in terms of inflation and unemployment follow- 
mg such unwise activity. 

The more I study the subject, the less I think I really know idjout 
it. It is a veiy complex subject. If we can come up with a balance, I 
think it would be a great benefit to future generations. In my own 
thinking, I am leaning toward something as in a perfect world, if we 
could bring it about, some situation where the Federal Reserve 
Board would remain entirely independent and would set targets for 
growth in the money supphr each year for the year coming, and 
would then set a band of these targets much eis you do now, Dr. 
Bums, but make that somehow subject to congressional approval. 

Immediately I see the problem even with that I do not really 
think I have come to a conclusion myself, although I would say this 
discussion is very valuable. 

I would think you would agree that you would not want monetary 
policy conducted by the administration or by the Congrees, and 1 
essentially agree with both of thoee things. What I am concerned 
about — I personally think you are right on target now with what 
you are doing with monetarypolicy— is fbr the future, that we could 
get another Board, another Chairman, and they would again try, by 
expanding the money supply wildly, to have what they might uunk 
would be a beneficial effect on the economy, and it certainly would 
not be beneficial. We know that now. What if another Chairman 
does not know that, en* another Board does not know that? 

I guess you can see how my thinking is roaming on this subject 
Maybe you have EUi answer, a proposal that would somehow build 
into the law some stabili^ in monetary policy. First of all, I would 
have to ask if you think that is a desirable goal, and, if you do, how 
you might see that being mandated for future years? 

Dr. Burns. I appreciate your entire comment very much. We are 
dealing here with an age-old problem of government. When appoint- 
mente are made to the Federal Reoerve Board th^ may be good 
appointments or they may be bad appointments. The Federal Re- 
serve may act wisely or it may act unwisely. The critical question 
is, how can we conduct ourselves as a govemmrat in the interest o£ 
having a thormi^ily responsible and able Board? 
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I think we are gradually evolving a system that is an improve- 
ment over what we have had. 

As you know, the Chairman of the Federal Reserve Board now 
appears before the House or Senate Banking Committee everv S 
months and testifies on monetary policy at great length ana is 
examined and cross-examined by Members of the Congress. That 
examination actually is continuous, because, in addition to the 
formal hearings every 3 months, there are numerous inquiries 
concerning monetary policy from individual Members of the Con- 
gress and, more particularly, from the chairmen of the two banking 
committees. 

Second, and I am glad to say this was done at my sugg^ion, the 
Senate heis for the first time held a hearing on the condition of the 
banking syst^. I hope this will be repeated in the Senate, and I 
would like to see similar arrangements made in the House. I think 
this is a very useful new venture in the way of communicating to 
the Congress just what we at the Federal Reserve are doing in 
relation to the banking world. 

Also, aa you know, there has been criticism of the Federal 
Reserve with regard to various of its activities. We recently had a 
hearing — and one that I was glad to have the Federal Reserve 
pzu^icipate in — on the expenditures of the Federal Reserve and its 
operatmg procedures. I have suggested to Senator Proxmire still 
another type of hearing, dealing with the supervisory process. 

What I am trying to say is that the oversight by the Congress of 
the activities of the Federal Reserve has been extending, growing, 
improving, and I think this is a very constructive development. 

Let me say, finally, that I and my colleagues on the Board will be 
glad to respond at any time to questions concerning monetary policy 
or any aspect of our operations. 

So I think we are making some progress, Mr. Neal. 1 might say 
that we have made progress partly due to your prodding. Congress- 
man Mitchell, and to that of Chairman Reuss and many Members 
of the Senate. 

Mr. Mitchell. Mr. D' Amours, if you will permit me one state- 
ment. I think we need to stress the fact that this bill does not 
intend to give the President control over monetary policy. The 
wording of the bill makes clear that it does not. All that it does is 
give the F^resident a meaningful input to the councils of moneta^ 
policy. It appears to me that if you have a seven-man Board and a li- 
man Open Market Committee, it is ridiculous to assume that the 
President, if he appoints the Chairman and Vice Chairman, could have 
control over those two entities. That is reading something into the 
legislation that just is not there and could not be done. 

Dr. Burns. I have not read that into the l^islation. 

Mr. Mitchell. This was more in response to Mr. Neal's 
statement. 

Dr. Burns. Historically, arrangements that are congenial to the 
incumbent President have been worked out. At tiie present time, at 
President Carter's suggestion, I meet with him and with his otiier 
economic advisers every few weeks on a r^ular basis. We have 
delightful conversations, and the President serves us a very good 
lunch. He has not tried even r^notely to interfere in any way with 
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the Federal Reserve, first, because I am sure he would not want 
t(h— he respects our laws and our traditions — and second, because he 
probably knows there is no way of achieving any result by that 
route. 

Informal arrangements between the President and the Chairman 
of t^e Federal Reserve have been worked out over the years and 
things have worked pretty harmoniously. Although your bill has 
many virtues, its chief defect— I must come back to that— is that 
you have not demonstrated a need for this legislation. 

Mr. Mitchell. I will certainly comment on that if I get {mother 
chance. Mr. D' Amours. 

Mr. D'Ahours. Thank you, Mr. CSiairman. 

You have addressed yourself precisely to the question I was going 
to get to. Given the nature of^ bureaucracy. Dr. Bums, such as I 
have observed it in my brief tenure here, I find that people who are 
members and in control of bureaucraCT seldom yield very voluntar- 
ily to change. I was not a member of the committee when House 
Concurrent Resolution 138 was passed which gave us the oversi^t 
you are now saying is a very excellent tool, but did you not oppose it 
at that time? 

Dr. Burns. I opposed certain features of the original draft, but 
the resolution, as finally passed, was entirely acceptable to me. The 
resolution, as passed, was very different from an earlier version to 
which I had expressed opposition in conversations that I had with 
Members of the Congress. 

Mr. D'Amoubs. Speaking about the politicization oSUte Fed, there 
are some in economics who think it ought to be. I think Dr. 
Friedman states quite bluntly, at least he did a year ago, that 
because the political system carried with it a degree of responsive- 
ness, a degree of accountability to the people, and because the 
Federal R^rve, of course, totally independent, had eis much effect 
upon our monetary and fiscal policies as Congress, that there ought 
to be some accountability, but that question aside, you yourself 
mention checks and balances and separations of powers. 

As I see this question. Dr. Bums — and I would like you to 
comment on it for me — the question reduces itself to giving the 
President some check and balance with the Federal Reserve Sys- 
tem. You are one of seven members, seven Governors. There are 12 
on the Open Market Committee. From listening to you speak here 
todav, I am getting the impression that Hie Chairman is in fact the 
whole show. I do not think that is the case. I hope it is not. It ou^t 
not be if it is. 

All I am looking for— and the reason I tmd to support this 
legislation, is to give the President some way of having an input 
into the decisions of the Fed. That is all I see it eu being. 

With r^ard to the demonstrated need for the legislatkm, perhaps 
you will permit me to lump a whole series of questions together. I 
think there is a need for it. I wish you were more inclin^ to go 
with tbe administration than you are. I do not know whether you 
would be opposed by the other members of the Board td Governors 
or Open Market Conunittee, but I would like to think that the 
President had some better direction of the course t^ our monetary 
and fiscal poli^ than he has. 
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That is a whole series of questions. I suppose I perhaps should 
have asked them separately. That is my view, my overview of the 
bill at this time, and if I am incorrect I would appreciate your 



telling me where I am wrong. 

Dr. Burns. Let me say, iiret of all, that you are quite right in 
stating timt there are economists who are very much in favor of 
this type of I^pslation. In fact, I would say on the basis of my 
knowledge — I may be wrong — that most economists would favor the 
legislation introduced by Congressman Mitchell. That does not 
make them right, however. 

Mr. D' Amours. It does not make them wrong either. 

Dr. BuBNS. No. I have not said that — or not as yet. I have studied 
this subject, and I may possibly have arrived at wrong conclusions, 
but let me give you one result of my studies. Having the position 
that I do, I have great interest in the central banks of other 
countries around the world, and I have to meet with central 
bankers frequently. Taking the world as it is, I have found only 
three countries that have relatively strong independent central 
banks — the United States, West Germany, and Switzerland. 

I have also found that, while each of these countries has had its 
problems, the rate of inflation — which has been roaring all over the 
world — has been under better control in these three countries than 
in the rest of the world. I do think that their having independent 
central banks has something to do with this result. 

You speak of the desirability of the President having some input 
on monetary policy. I cannot be sure what you mean by that. If you 
mean that the President himself, or the Secretary of the Treasury 
or the Chairman of the Council of Economic Advisers or the 
Director of 0MB or perhaps others, should in view of their great 
responsibilities, have the freedom to express their views on mone- 
tary policy and to communicate with the Federal Reserve, all I can 
say is that they obviously have that freedom Eind they exercise that 



I have a weekly meeting scheduled with the Secretary of the 
Treasury in which we go over finandal questions of mutual inter- 
est. Any views that he may have on monetary policy, he is, of 
course, perfectly free to raise at any time. 

The neaident obviously is perfectly free to indicate his thinking. 
It so happens that Mr. Ford never raised any question about 
monetary policy, and Mr. Carter has as yet not raised ai^ question 
about monetary policy. When I had luncheon with Mr. Cfirter this 
week I found myself wishing that a question about monetary policy 
cmd interest rates would be raised because I thought it woidd have 
served a constructive purpose to communicate some facts and make 
some observations on recent developments. 

There is, in short, ample opportunity for communication. 

Mr. D'Amoubs. You did not mention Bert Lance. Have you 
spoken to him recently? 

Dr. Burns. Yes, of course. I speak with him directly with some 
frequency. He is coming over to the Federal Reserve tiunorrow, and 
my wife nas written a poem in his honor for the occasion. Director 
Lance and I are Mends. 
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Mr. D'Amoubs. Mr. Chairman, I find it difficult to disagree with 
you when you say that you communicate with the administration, 
the communication is very fine and interesting, but does their 
message get carried back by a sympathetic or at least empathetic 
Board Chairmein, if it gets carried back at all? I think that is an 
important question. 

The fact that where there are central bernks the national econo- 
mies are prospering is very interesting. But this bill does not 
eliminate our centml bank. I am talking only about checks and 
balances. You raised that question. I should think that the Presi- 
dent is at least entitled to this check, this balance. The President 
should not be faced with a totally independent Fed that can check 
him, but that he in turn might have some check upon, at least in 
the person of one of its seven members of the Board of Governors, 
the Chairman, who has an extra amount of clout, and who should 
be at least sympathetic and not diametrically opposed to his poli- 
cies. That is the only check we are giving him. I do not think you 
have made a case that this is asking too much, or that there is no 
need for at least that simple check. 

Dr. Burns. Once again you have made comments that cover a 
broad range. Let me answer your specific question eis to whether I 
conmiunicate with iny colleagues about my conversations with the 
I^eaident. Of course I do. I do not have a tape recorder with me, but 
I remember every detail of my conversations with our distinguished 
President. I do not report at great length on my conversations with 
anyone, but I give my colleagues the substance of my conversations; 
of course I do. 

You speak of strong opposition to the President's policy. I really 
do not know what you are talking about. 

Mr. D' Amours. I did not mean that to indicate in any way you 
were diametrically opposed to his policy. We are trying, as Mr. Neal 
said, to prevent the situation from occurring in the future. It is 
possible at least, is it not, that a ChairmEm could be diametrically 
oimosed to the President's view? 

Mr. MrrCHELU Let the Chair interrupt end point out to the 
gentl^nan that his time has expired. 

Mr. D* Amours. I thank my chairman for his patience. 

Mr. MrrcHBLL. I would hope that Chairmfm Bums would respond 
to any other parts of the questions which you raised that he has not 
answered as yet. 

Mr. D* Amours. I thank you, Dr. Bums, for your replies. 

Dr. Burns. Thank you. 

Mr. MrrCHELL. Were there any other responses to questions that 
he raised, or have you completed your responses thereto? 

Dr. Burns. It would take me a long time to complete my re- 
sponses to the many questions raised by the Congressman, but I 
would be glad to sit down with him privately, to share some d my 
thoughts and to learn from him to the best of my ability. 

Mr. MrrcaiELL. Thank you. 

Mr. Barnard, you are recognized for 5 minutes. 

Air. Babnasd. Thank you, Mr. Chairman. 

Dr. Bums, it is a pleasure to have you here today to discuss a 
sulitiect that seems to be rather widespread in the Halls of the 
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Capitol. I think it is good that we have this opportunity to share our 
views. 

One reference has been made to the bureaucracy. My experience 
with the Fed has not necessarily caused me to identify it as a 
member of the bureaucracy. Do you think this is an accurate 
definition of the Fed? 

Dr. Burns. I do not think we would receive vei^ hi^ marks as a 
bureaucratic outfit; we try to do some fresh thinkmg every day. But 
I must say Etlso that there is a bureaucratic element in Uie Federal 
Reserve. Now and then 1 hit the ceiling when I encounter it. 

Mr. Babnard. I was speaking primarily of the makeup of the Fed, 
how it is composed from the smallest component ft^m the stand- 
point of member bernks who provide the capital, on up through the 
appointment ^ the President of the Board of Governors. 

Dr. Burns. We do have a unique structure. We have 12 Federal 
Reserve banks in the country, 25 bank branches, and well over 200 
directors who come from small banks and lai^e banks, small 
businesses and large businesses, farming enterprises, educational 
institutions, and so forth. We have developed a cooperative struc- 
ture. Mr. D' Amours referred to the role of the Chairman, lihe 
Chairman does, of course, have a certain role, but hundreds of 
individuals participate in the activities of the Federal Reserve 
S^tem. We communicate with our directors, and they with us, with 
great frequency. We have developed a system of intelligence that I 
think is unique. 

Decisions by the Federal Reserve are not reached lightly; they are 
reached b^ a very deliberative process. And they do not represent 
the thinking of any one man; they represent the distilled thinlriTig 
ctf many individufds, individuals who are well informed and con- 
cerned about the welfare of this country. 

Mr. BASNARn. Dr. Bums, there is some concern about the same 
people or the same individual directing both monetary and fiscal 
policies. Could you just briefly agetin go over with us what you see 
as the dangers of fiscal and monetary policy being influenced by the 
same body, if any? 

Dr. Burns. I do think that it would be dangerous to our country's 
future. If control over monetary policv were to be lodged in the 
White House — and may I say, Mr. Mitchell, this comment haa little 
bearing on your bill because you have not proposed that and it is 
not part of your intention; I am trying to answer Mr. Barnard's 
very broad question — if in addition to the powers the I^'esident 
already has over fiscal policy, control over monetary policy were to 
be lodged in the White House, I would have very dark views about 
our country's future. 

The difficulty is— I do not sa;y this in a spirit of criticism, but I 
know the White House, I know its necessities, I know its pressures, 
and we might just as well recognize this — in the White House it is 
nearly impossible to deliberate sufficiently on any issue. The num- 
ber of things that have to be considered is so la»e. Even if short- 
run political considerations played no role, and that is a very 
extravagant assumption, you would not have the deliberative pro- 
cess that is required in handling monetary policy. 

You see, there is a profound difference between monetary poUrar 
and fiscal policy. On fiscfd policy, Congress has the last woz^ 
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CoQfresa has a check. But monetaiy policy can be changed from day 
to day; the 635 Members of Congress could not possibly conduct 
monetary policy. Therefore, you have to proceed by del^ating 
au^ority — either to a Board, as in this country, or to a minister of 
finaince, as in moBt other countries. When the authority is delegated 
to a minister of finance you do not have the deliberative process 
that we have in our country and that the Swiss and the Germana 
have in theirs. 

Mr. Babnabd. I have no further questions. 

Mr. MiTCHBLL. I recognize Mr. Caputo has returned and Mrs. 
Fenwick is present with us, but I thmk in all fairness we should 
hear firom some of the members who have been here throughout 
this subcommittee session. Mr. Watkins. 

Mr. Watkins. I would like to express my thanks to Chairman 
Bums for being here. I have watched a lot of your actions and 
nonactions over the years and tried to interpret the different 
meanings and different directions of your actions. 

I appreciate the job ^ou have done. I may not have agreed with 
your decisions all the time, but I know it is a big decision when you 
are discussing and trying to set the monetary policy. 

I have a long, hot summer on this particular bill because I am not 
exacts concrebed in my own mind on whether it is necessaiy. My 
<^)inion right now would be that it is not necessary. I know that 
during the 1976 campaign, one of the papers stated that the Presi- 
dent did make a conmient that he felt he needed a Chairman who 
would be compatible with his views. 

I have been mainly in the business world before I came to 
Ccmgrees 6 months ago. I think I can speak in behalf of the business 
people of this country. We are probably more concerned, not with 
compatibility, but with stability and predictability or how and when 
we make investments. 

Would you like to elaborate on this as basically one of the big 
thoughts that you hear from the business community? 

Dr. Burns. I near that all the time, and perhaps more often these 
days than at any earlier time I can remember. Businessmen talk to 
me about the great uncertainty with regard to what this country's 
energy poli^ will eventually be, the great uncertainty with r^ud 
to our antipollution laws — which way they will be gouig, how they 
are being administered, how they will be administred in the fu- 
ture—and the great uncertainty about the kind of tax system under 
vrtiich we will function; so many new tax proposals have come to 
their attention this year that they do not know quite where they 
are. 

Perhaps their greatest uncertainty is about the prospects for the 
^neral price level. Our businessmen are very fearful of inflation. 
They feet they are living in an environment that is less stable than 
it has been, and that is less stable than it should be. Undoubtedly 
this is one factor that has been holding back businessmen in their 
investment dedsiona. 

Of course — and you know this, Bdr. Watkins — businessmen tend 
to complain, particularly when they are with a Government <^ficial. 
Watching them as I do, day by day, I believe they are actually more 
confident than their rhetoric would suggest. Confidence in our 
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country's economy is returning gradually. However, business invest- 
ment is still not at the level it should be at this stage of an 
economic expansion. 

Mr. Watkins. Some people have argued that if they had a little 
more control in monetary policy there would probabW have to be 
less Government spending to stmiulat« the economy. What is your 
view on that? 

Dr. Burns. There is, first, the basic question about the use of 
monetary policy to stimulate the economy and second, the question 
about where we are at the present time. On the latter let me make 
a quick observation. Credit is growing very rapidly in our country. 
Not only are business loans at our commercial banks expanding 
rapidly, but lending through the commercial paper market is in- 
creasing by leaps and bounds and fineuice companies are also doing 
Em extraordinarily large and rapidly increasing volume of lending to 
business firms. 

As to what might happen if we expanded the money supply more 
rapidly than we have t^n doing, my judgment is Uiat we would 
undoubtedly succeed in bringing short-term market rates of interest 
down for a brief period. But this would be achieved at a price. 
Business emd financial people have learned that when the money 
supply expands rapidly, fears of inflation multiply rapidly as well. 
Th^ have fdso learned that market interest rates reflect not only 
the real rate of interest but also an inflation premium. A rapidly 
increasing money supply would lead businessmen and fineuicial 
people to conclude that inflation would intensify; moreover, that 
the inflation premium built into interest rates would increase; and, 
therefore, that long-term interest rates — which are the most impor- 
tant interest rates as far as business activity is concerned — would 
rise rather than decline. So it would be a counterproductive 
activity. 

I will stop at this point, Mr. Watkins. But this is a very interest- 
ing and important question, and I would like the opportunity to 
expand on the issue. 

Mr. Watkins. In tmalyzing the discussion on the Federal Reserve 
Board over in the Halle, as Congressmcm D' Amours stated, have 
there been any discussions about letting the Treasurer and also the 
Director of the Offlce of Management and Budget sit in with the 
Federal Reserve Board in an official or unoflicial capacity? 

Dr. Burns. Under the original Federal Reserve Act, the Secretary 
of the Treasury served as ex-officio Chairman of the Federal Re- 
serve BoEtrd, Emd the Comptroller of the Currency served as an ex- 
officio member. The President designated one member of the Board, 
apart from these two ex-officio members, as Governor and cmotber 
as Vice Governor. 

The present structure of the Federal Reserve was established by 
the Banking Act of 1935, when the Congress, after debating the 
issue very extensively, decided to remove the Comptroller and the 
Secretary of the Tc^isury from the Board. I think the Congress 
acted wisely, and I would not like to see a return to the older 
system. 

Mr. MrrCHBLi. The gentleman's time heis indeed expired. Con- 
gressman Derrick. 
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Mr. Derrick. Thank you, Mr. Chairman. 

Good morning. Dr. Bums. Would you measure your concern 
about this l^iBlation? Are you concerned with the legislation itself 
or £u* you concerned more with the precedent that it might set over 
a long term? Let me just go one step further, if I might. I certainly 
did not presume to read something into your thou^ts that was not 
there, but I gathered when we considered H. Con. Res. 133 that you 

Erobai)ly were not so much concerned with the l^islation itself 
eing rather harmless as with the precedent it mi^t set in the 
years to come. 

Dr. Burns. I think I have bared my thoughts as honestly as I 
know how in my statement. 

My main difficulty with this l^islation is that, as I keep turning 
it over in my mind, I see no clear need for it. I see no difficulty, no 
problem that it would correct. 

As for setting a precedent, I do think that this piece of l^islation 
would move away irom the concept of the FedersI Reserve that tiie 
Congress decided upon in 1935, fdter reviewing the functioning of 
l^e Federed Reserve BoeuxI, with the Secret^ of the Treasury 
sitting on it. That played an important role in the thinking of the 
Congress. 

The Congress has sought over the years to insulate the Federal 
Reserve B^ird from political pressures. I cannot honestly &rgue 
that the proposal before us is a highly significant invasion, or uiat 
it involves a highly significant reduction of the independence of the 
Federal Reserve. I cannot at^e that, find I Eun not going to argue 
that. But, it is a small move in that direction. 

I don't see why we ought to do it. If a need for this kind of 
l^islation were demonstrated, I think I would support it But, I 
don't see the need. 

Mr. Derrick. In your thoughts on the matter, you made the 
statement that when you had lunch yesterday vnth the President, 
he had not brought up the matter of monetary policy with you. One 
of t^e two reasons that you suggested was that maybe the reason he 
had not was because he in ffict could not do much about it as it is 
now. 

Do you see any vehicle of which the Congress might avail itself, 
that were mif^t be a closer working of the iiscal ana the monetary 
policy? 

You know, the Congress, I think, is tiring its best to set fiscal 
policy. It is rather difncult. I go back to tlie summer of 1975, when 
in your judgment, or the judgment of the Board, the monetary 
supply was moving at too ra^id a rate, and you kind of pulled the 
reins in on us. That was, I tmnk, probably — whether it is advisable 
or not I would not ai^ue the point with you — but it certainly was 
contrary to what the Congress was trying to accomplish. 

Do you see any way that we might work closer together in this 
area? 

Dr. Burns. I think that H. Con. Res. 133 has accomplished that^ 
the machinery set up by that resolution has certainly helped 
matters greauy. That is one device. 

I would love to sit down from time to time with Congressman 
Mitchell and the members of this subcommittee, and with other 
members ik the BanJdng Committee, to talk about monetary policy. 
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In fact, we have done that once, Mr. Mitchell; we ought to do it 
more frequently. I think we ou^t to utilize Buch opportunities. I 
would welcome them. I learn a good deal in the process. Moreover, I 
have the opportunity to do a little modest teeiching eis weU. 

Perhaps we could formalize that a bit more, pernaps we could 
work out a schedule of meetings with Congressmen. I can see only 
good coming from such an exercise. 

Mr. Derrick. Thank you, Dr. Bums. I, for one, believe in the 
independence of the Fed, and certainly don't think that the Con- 
gress or the administration itself should be setting monetary policnr. 
But, I believe I speak for my colleagues when I say what we would 
like to know is when you are down there deliberating, when you 
start deliberating and formulating this monetary policy, that there 
might be just one person down there to say, "Wait a minute, the 
Congress is trying to do this, and if we do this"— you know, a 
sympathetic voice in the midst of the setting of monetary policy. 

Dr. Burns. I can assure you that such voices exist within the 
Federal Reserve System. 

Mr. Derrick, earUer you referred to 1975. You and I have talked a 
little about that episode. I think we ought to talk more about it, 
because I believe there are still some vestiges of misunderstanding. 

The view got around in some congressional circles at ^at time 
that the Federfd Reserve, through its monetary policy, was seeking 
to nullify a piece of fiscal legislation. 

Mr. Derrick. There was no question about it. That was the 
distinct impression of Congress. 

Dr. Burns. That was not even remotely in my mind or — insofiu* 
as I could judge from the views they expr^sed— m the minds of any 
member of the Board or the Open Market Committee. 

In my own case, when I ran into that interpretation, I was 
startled. What we were doing at that time might have been right or 
wrong — one can argue that — but it was very simple. We were 
governing our monetary policy on the basis of an objective with 
regard to monetary growth, and we knew that the income tax 
rebate included in the fiscal l^islation would inevitably increase 
the rate of growth of the money supply for a short period. 

The question was, by how much would the rebate increase money 
supply growth? Our staff made estimates of that to the best of their 
ability; they worked hard at it. Then, as the monetary figures came 
in, the actual increase in the money supply weu found to be very 
much laiger than the staffs estimates had indicated could be 
attributed to this fiscal l^islation. 

It appeared, therefore, that something else was happening. We 
reacted by reusing the F^eral funds rat&— I should say by releasing 
forces that had that effect, since we cannot raise the funds rate 
directly — with a view to bringing down monet£uy growth to a rate 
within the bounds that we hzid set, and which we ^ill thought was 
rirfit. 

That action was misinterpreted l^ some Members of the Con- 
gress. Within the business and financial community, on the other 
hand, it was interpreted as a constructive action- people felt the 
Federal Reeerve was alert, and that the Federal Reserve was not 
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going to release a new wave of inflation on the country. So, it served 
a constructive purpose. 

But, I must repeat that the sentiment expreesed by some Mem- 
bers of the Congress startled me. Not only did we not seek to nulliiy 
fiscal action at that time; we would never do that — not eis long as I 
am there, and not eis long as there is a responsible Federal R^rve 
Board. I think we have had a responsible Board over the years, and 
that we will continue to have one. 

We Toay disagree with Members of the Congress, and we will 
voice our opinions candidly. But the idea of nullifying the will of the 
Congress is something that I find entirely repugnant. 

1Mb-. Dbrbick. I thank you, Dr. Bums. My time heis expired? 

Mr. Mitchell. The gentleman's time has expired. 

Dr. Burns. I am so sorry that I have used up your time, Mr. 
Derrick. 

Mr. Derbics. It is always a pleasure, Dr. Bums. Thank you very 
much. 

Mr. Mitchell. I recognize Congressman Hannaford. Will you 
yield for a unanimous consent request from Mr. Hansen? 

Mr. Hannaford. Delighted. 

Mr. Hansen. Mr. Chairman, I ask unanimous consent that mem- 
ben who have questions, who do not have the time today to pose 
those questions to Dr. Bums, be permitted to submit them for 
answer and for inclusion in the record. 

Mr. MrrCHKLL. Without objection. Mr. Hannaford, you are recog- 
nized for 5 minutes. 

Mr. Hannaford. Dr. Bums, thank you for being with us today. It 
is always a pleasure. 

Inasmuch as you have said this — previously you agreed with the 
intent of this bUl; today you disagree with it. You came here today 
subject to chemging your mind. I assume that your opposition is 
somewhat a marginal decision? 

Dr. Burns. You know, life goes on; one keeps on thinking. No, the 
position I have taken in my testimony today is not marginzil. 

You haven't asked me why I had expressed a different view than 
I did earlier. If you want an answer to that question, you will get it, 
to the best of my recollection. 

Mr. Hai4naford. I thought I would ask that next. What I was 
going to say in that r^u^ — you made a reference to monetary 
poli^ being made by political hacks in the basement of the White 
House. I thought perhaps a year ago you were in agreement with 
those who have been making the monetaty policy, if they had tiie 
opportunity to do so, and now you might be in aisagreement with 
tnem. 

Dr. Burns. If you mean by that that I supported the economic 
views of Mr. Nixon invariably, or that I supported the economic 
views of Mr. Ford invariably, all I can say is that the newspapers of 
an earlier year and month and day euv available, and my record on 
tfaAt, good or bad, speEikB for its^. 

I have at times disagreed with Presidents, even though it is 
painAil to do that, and I have spoken my mind honestly. 

Bb. HANNAfORO. We respect you for that over the years. Dr. 
Bums, vary mudi. 
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Dr. Burns. Thank you for that. 

When the question of coterminous terms was considered last time 
by the Board, one of the factors in my own thinking was that I was 
personally involved. 

Mr. Hannaford. Yes. 

Dr. Burns. And being personsdly involved, I didn't want to put 
myself or my colleagues on the Board in a position that could 
possibly be interpret^ as one of fitting for, arguing for, the office 
that I hold. I didn't want that interpretation to be pleiced on my 
conduct or on my views. 

I have no such problem with this l^islation, as I stated in the 
formal part of my testimony. Therefore, I could think more objec- 
tively, speak more objectively. 

I nave found over the yesirs that when personal factors enter into 
one's thinking, one is not as clearheaded £is one ought to be. That 
was my difficulty the Ifist time, you see. It wasn't me only ffictor, 
but it was the main feictor, in my earlier willingness to go along 
with the l^islation. 

Now, Congressman MiteheU has pui^ed the legislation of any 
such possible interpretetion. There is no personal element in it. You 
and I can both tlunk very objectively about this l^^lation. 

Mr. Hannaford. It must still be difficult for you to talk about 
surrendering the independence of the institution that you cherish 
deeply, and in whose service you have spent much of your life. 

I^. Burns. That is certainly true, yes. That is something I tried 
to convey. You have detected an emotional element in it. Undoubt- 
edly that is a factor. 

Mr. MrrcHELL. May the Chair interrupt to point out that we have 
a quorum call, and we are shooting to try to wind up these hearings 
at about noon. If the Members went to make the quorum, obviously 
they are free to go. I would prefer to miss this particular quorum 
call and stay and finish up the discussion. It is up to you, Mr. 
Hannaford. 

Mr. Hannaford. I think the beet thing for me to do would be to 

K'eld back the balance of my time, and I Uiank Chairmem Bums for 
s testimony. I know how difficult it is for you to remove yourself 
from this. 

If I may, I would like to make another point. 

You spoke in terms of this bill interrupting or affecting the 14- 
year term, and of the possibili^ that the President would not have 
a free remge of choices if the Qiairman chose to go and remain on 
the Board. 

Is it not true that the appointment would be made only at the 
time when there would be euiother VEicancy on the Board, and 
therefore if the sitting Chairman moved to occupy that other 
position, the President still would have the full rai^e of appointing 
someone of his own choice? 

Dr. Burns. Let me clarify my thinking on that point. 

First of all, the comment to which you refer was directed to a 
feature of Mr. Mitohell's bill. Second, my point was simply that an 
incumbent Chairman conceivably could decide to give up that 
position — perhaps to have a little time for his family once again — 
and might still want to remain a member of the Board. In that 



.yGoogle 



event, the President's choice of a new Chairman might be confined 
to the existing members of the Board. 

Mr. Hannaford. Isn't the average service on the Board about 3 
years? Is that figure correct? 

Dr. BuBNS. The average is longer than that. As a matter of fact, I 
thought of that question just before coming here today, and I asked 
a member of my staff for the tabulation. I hesitate to give it to you 
because I thinli, glancing at this, that I have detected a statistical 
flaw. But, the general answer to your question is that the avereige is 
definitely longer than 3 years, althougn it has come down in recent 
years. 

Mr. Hannaford. Thank you. Mr. Chairman, I will answer the 
quorum and return. 

Mr. Mitchell. All right. Dr. Bums, let me just take this time to 
make one or two points. 

First of all, I want you and the other members of the subcommit- 
tee to know that we canvassed by mail a number of prominent 
academic and business economists on this bill. An analysis of the 
response was made by the Library of Congress. A preliminary count 
of ^e responses received to date shows 34 generally in favor of the 
bill, and only 14 opposed. 

Included among those in favor of the bill are John Kenneth 
Gelbraith and Milton Friedman, and a number of ex-Federal Re- 
serve officials. So, there is indeed support for the bill from persons 
who are knowledgeable in this area. These letters are available for 
inspection from uie subcommittee staff. 

"The second observation I would like to make is that since I have 
been in Congress, and I am certain before I came into Congress, 
similar legislation has been advemced, emd generally there has been 
no great criticism about the legislation itself. The feeling has been 
that this is good and desirable. But always since I have been here, 
said I have learned, in the past, everybody says, "But this is not the 
time to do it." Well, the question comes to my mind, when will be 
the proper time? 

Let me just speak to you on one or two other things. 

You have talked about the need for this l^islation, that you 
would probably favor it if need could be established. I think tiiat 
there are two m^or weaknesses in the present situation that show 
such a need. First, that the Chairmem can be appointed in an odd- 
numbered year, when there is no vacan<r^ on the Board, and this 
greatly restricts the President's choice. Obviously this bill would 
remedy that situation. 

Second, that the Chairman can be appointed in a Presidential 
election year under existing Iwislation. That creates, as I hope you 
would see, potential politioEtl battles. 

So, the bill we have oefore us does address at least those two basic 
needs. 

The second m^or point I want to clear up is that there is nothing 
in this Icfiislation— and you have not raised the issue, but some of 
the members of the subcommittee have — that says that the Presi- 
dent under this bill will have the power to direct monetary policy. 
Nowhere in it is that even mentioned. All the bill says is tb^t the 
President, by making the appointmrat of his choice, will guarantee 
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that he has access to the economic councils where he does not now 
have that guarantee. 

The last point I wanted to make, or to try to clear up, is the 
matter of llie politicization of the Board: even if the President 
appoints the Chairman, you have a structure that is almost imper> 
viouB to politicization. 

There are the seven members on the Board, the 12 members of 
the Open Market Committee. These are strong, independent people, 
and I cannot see any danger of politicizing your operation simply 
because the President names one member, the Chairman. 

I will admit that perhaps the Chairman has more clout emd more 
power than the other members of the Board. 1 am convinced that 
you do. I would raise some questions as to whether or not the 
Chainnan has more power emd more clout than 6 or 12. 

Those are the observations 1 wanted to make to you. Do you have 
emy response? 

Dr. Burns. I could respond to each of those points, but I have 
already indicated my basic views. 

Mr. MiTCHSLL. All right. 1 merely wanted to seize this opportunity 
to indicate that you did have the opportunity in 3n>ur testimony to 
do so. 

Are there other questions from members of the subcommittee? 

Mr. Watkins. One thing 1 have been tryii^ to evaluate in my 
own mind a little bit, is that Chairman Bums has tried to keep 
politics out of his own decisions. This is my observation, anyway. 

Even though the structure is there with a number of other 
members, it is hard to feature a Chairman of the Federal Reserve 
Board that might be very political. Because of the past histoi^ of 
your activities, I wonder if there couldn't be a backlash just a httle 
bit; if a Chairman wanted to be really devious be on another 
administration, he could do it, in my thinking. 

You know, 1 am not looking at the present. I am looking at some 
possibilities we might get other than someone like Chairman Bums. 
Isn't that possibility fairly great? 

Dr. BuKNS. I think the possibility is very small. I cannot deiiy the 
possibility. All that 1 can say is we are dealing with a dimension of 
life from which 1 don't see any real chance of escaping. Exactly the 
same could be said of the Chairman of the Joint Chiefs of St^, 
exactly the same could be said of a Supreme Court Justice, or of a 
Chief Justice. 

In the last analysis, much of life cmd much of government has to 
be based on experience and on trust. Let's say that Mr. Mitcliell's 
bill becomes law. Then the President would have the opportuniW, 
after serving for 1 year, to name a Chairman who is entire^ 
congenial to him. Very well; he makes his decision. A year later or 
possibly a month later he may discover that the individual whom 
he appointed is not really as congenial to him or to his views as he 
thought. He might feel he had made a mistake. 

Many of us have had the opportunity to appoint people, and I 
think we have learned that now and then, and perhaps with some 
frequency, we make mistakes. I know I have. The chances are that 
most of you who have had similar opportimities eiIso have not 
chosen wisely in each instance. 
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So, there is only one answer to your question: the possibility is 
there. In terms of histoi^, I would not be concerned about it 
because, while the poesibibty is there, the chance is so remote, and 
is so indisBolubly linked with the nature of life itself — that I myself 
would not give any heavy weight to it. 

Mr. Watkins. Thank you. 

Mr. Mitchell. Mr. Chairman, there are no further questions. We 
do thank you very much for taking the time out to come here. We 
will submit questions to you in writing for response. With a special 
note of thanks, the hearing is now Eu^oumed. Thank you. 

Dr. Burns. Thank you, Mr. Chaiiman. I wUl be glad to answer 
your questions. 

[The following are written questions submitted by Chairman 
Mitchell to Dr. Bums, along with Dr. Burns' replies:] 



July 19, 1977 



Ihe Honorable Pacten J. Mitchell 

Chaicman 

Subcotonlttee on Domestic Monetary Policy 

ConnitCee on Banking, Finance and 

Urban Affairs 
House of Representatives 
Hashington, D. C. 20515 

Dear Mr. Chairman: 

In response to your letter of June 29, I am 
pleased to furnish the enclosed answers for inclusion 
In the record of the hearing on H. R. 6273 held on 
June 23. I have also sent directly to Congressman 
Hansen a copy of my responses to his questions. 

I hope this information will be useful to 
your Subcommittee. Please let me know i£ I can be 
of further assistance. 

Sincerely yours. 



Arthur F, Burns 
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:ions itom Parrt^n J. Httehell. Chair 
lary PoUcy. June 23. 1977 : 



1 Domes 

:ipal c 

al for chH 
tself in t 



(1) president Kennedy once stated that, "the pr 
of the {Federal Reserve) System must have the confidence . 
This is essential for the effective coordination of the m. 
and financial policies of the Government. It is 
effective representation of the Fedecal Reserve S 
formulation of Executive policies affecting the Eystem's responsibi] 
Uauld you comment on this statement? 

(la) President Kennedy made the statement quoted above in 
message to Congress on April 17, 1962, in which he submitted a reeou 
mendation to amend the Federal Reserve Act to make the terms of the 
Chairman of the Federal Reserve Board and the Vice-chairman generall 
coterminous with the term of the President. Apparently he thought t 
allowing the President to appoint his <or her) own Federal Reserve 
Chairman close to his (or her) Inauguration would provide the confid 
the President must have in the Federal Reserve Chairman for effectiv 
co-ordination of monetary and fiscal policies and for the Federal 
Reserve to be effectively represented In the formulation of 
and other policies affecting the Federal Reserve's responsil 
Would you comment on this? 



Answers; I certainly concur with President Kennedy's 
that it is important for the President to have confidence i 
of the Board of Governors of the Federal Reserve System. 1 
must ultimately be based, however, on the professional abil 
character of the person who holds the office of Chairman, 
a prerequisite for such confidence that the President appoi 
Chairman within a specified time after hlE own inauguration 
indeed, that he appoint the Chairman at all. This is demon 
by recent history. Presidents Eisenhower, Kennedy ond John 
confidence in Chairman Martin, and saw fit to reappoint him 
even though none of them had been responsible for his initi 
as Chairman. 
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(2) Back In 1968 Che Federal Reierve Boatd, speaking through 
Chen ChBtrman Martin, In responding Co a question fcorn Houie Banking 
Cocntttee Chainaan Vrlglit Pacnan, agreed thot: "A change In the law 
enabling the FrcsidcnC Co appoint a ChaiEiian of his ovn choice shortly 
after his Inauguration would provide ■ practical basis tar efEectlve 
coordination of Federal Reserve rvonetary policies with the fiscal and 
financial policies of the executive branch of the Coverntnent uithout 
affecting the exercise of Independent Judgnent by the Board In the 
dlacbarge of the responsibilities inpoaed upon It by Congress. Such 
an arrangement vould. In fact, afford a means by which the Federal 
Reserve, through the Chalman of the Board, would be better able to 
participate, at the highest level o^ 'he executive branch. In con- 
tinuing efforts to promote the sound conduct of the Government's 
financial affairs." Would you conmenE on this? 

Answer ! As I indicated In pgr own dlract testinony before 
the Subeonmlttee on June 23, I have Id Che past expressed sone views 
slnilar to those that Chalman Martin expressed in 1968. My present 
carefully considered view, as I have indicated, is that on balance 
■ l«w ejcgllcltly linking the terms of the Chairman and the President 
would ai^illfy the political aspects of this appointment and therefore 
would be undesirable. Ihe fact that I was not appointed by Pre*I4eiit 
Ford nor by President Carter did not In the past dinlDlsh, nor is/ it 
now diminishing, ny ability to participate very actively at the highest 
level of our goverrunent in promoting sound financial policies. 
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<3) In light of your observation thaC "there is some force 
in the argument that the Chairman of the Board of Governors should be 
congenial to the President," should ve leave to chance the possibllity 
that exists under current arrangements that « Chairman could be appointed 
by an outgoing ?resident and serve for 3-1/2 yeara of a new Fresldeot's 

> this to 



Is it not appropriate to anticipate such developments » 
. 6273 does? 



Answer : I do not concur with the suggestion that an e 
Co the Federal Reserve Act of this magnitude should be based upon the 
hypothetical chance that a newly Inaugurated President might have to 
wait as. long as three and one-half years to make his own selection 
of the Chairman of the Federal Reserve Board. On the contrary, sine* 
the present procedure has worked effectively for over iO years, I think 
Chat Congress Itself vould want to Insist Chat a strong showing of need, 
baaed upon actual experience, be inade before It enacted such an Bmendiaen: 
I do not believe any such cAse has been made. 

I should also point out that even though a President might 
have. to wait over three years to designate a Cbslrman, he is assured 
of having to fill at least two seats on the Board during his first 
tcm in office. A President elected for a second term will have the 
opportunity to select a majority of Che Board members, during his 
Incumbency. 
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(4) StHrting froo Ehc premise that the President must 
designate a FcdcrnI Rescrvo Clialrman at least once every Presidential 
term, which is current law, are there any special •ilvantages or dis- 
•dVMitsgcs to the appointment being made in particular years? 

First, consider odd and even years. Wouldn't you agree 
that even-numbered years are better In view of the fact that under 
current lau a vacancy on the Board of Covernats occurs routinely on 
January 31 of every even -numbered year, and that without a vacancy — 
that is, in odd-numbered years — a President could have to pick the 
Chairman fron among the seven sitting nembeis of the Board? 

Second, consider the two even-nunbered years in the 
Presidential cycle. One is a Presidential election year. Surely 
appointment in this year should be avoided if possible for several 
reasons, Including that It's three years into the President's 
term,' ss well as that he could be running for re-election. Don't 



Answer: 1 do not have a strong preference for having the 
Chairman designated in an even -numbered year rather than an odd-numbered 
year. I <)o agree that it would be undesirable to have the selection of 
the ' Chalman become an issue in an election campaign-. However, since 
the vacancy would occur at Che end'of January in an election year, 
the appointment to fill that vacancy could obviously be made In the 
preceding October or November — in other words, about a year before 
the election. In that event, it seens unlikely that the selection of 
the Chairman would become an Issue in the election campaign. 
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(5) You have indicated that you have frequent and regularly 
scheduled conferences with Che President and with high level Presidential 
appointees. In working with the current administration, uhlch is not 
only neu but also of a different political persuasion than the adninistra- 
tion Bhich appointed you to the Chairmanship, do you feel that you are 
given adequate opportunities for exchanging views about the nation's 
economy and for discussing or debating alternative courses for ( 
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1 about reappointment of incumbent chairmen, I would like you to 
elaborate on this point in terms of your own timing of office as 
Chalrman^nd your experience under this arrangement. 

Answer ; As I have stated publicly, I am extremely pleased 
with the opportunities for meaningful discussion on issues of mutual 
concern that President Cactec and his Administration have afforded 
Che Federal ReBerve. Whether President Carter has had sufficient 
oppoctunicy to evaluate ny performance as Chairman is a question 
that, for obvious reason*, must be addressed to others. 
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ent Act o£ 1946 establishes "maximua 
1 goal for economic policies. It is 
not at all clear that this must be interpreted as meaning "stable 
prices". H. Con, Res. 133 does mention stable prices as a specific 
policy goal, and urges that monetary growth be commensurate with our 
potential to expand production Co promote this goal. Please explain 
the practical usefulness to the Federal Reserve o£ the eonniiCnent by 
Congress to stable prices and of urging chat monetary growth be 
consistent vlth potential economic groutfa to pcomote this goal. 
Would you view a fuller, more formal comnitnient as desirable? 



Answer : Hhile price stability has traditionally beeii viewed 
as a major objective of national economic policy, the language of the 
Di^loyinent Act of 1946 is, as you note, unclear on the point.' On the 
other hand, H. Con. Res. 133 does set forth the tente of Congress 
that the Federal Reserve should "maintain long run growth of the 
■onetai? and credit aggregates commensurate with the economy's long 
run potential to increase production, so as to promote effectively 
the goals of maxlmuRi employnent, stable prices, and moderate long 
tern Interest rates." The three goals described are, of course, 
closely related since persistent inflecion and inflationary expecta- 
tions arc inconsistent ulth either continuing high levels of employ- 
ment or moderate long-term interest rates. 

This language is valuable because It makes cleat the Intent 
of Congress th.it price stability should be fncludrd amnn[j tht objective: 
of monetary policy. WO' fuller or more formal statement would seem to 
be required for that purpose. It might be useful, however, for Congress 
to make a similarly clear statement with respect to the goals of other 
types of economic policy, particularly fiscal policy. This can be most 
readily achieved by amending the Employment Act — a course I have long 
advocated. 
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(2) One who was unfamiliar with affairs in Che United States 
and looked solely to the letter of the Federal Reserve Act to discover 
the role of the Chalmmn o£ the Board of Governors would conclude that, 
with respect to domestic monetary policy. Chat offlcrr Is primarily 
an administrative tool of the Board. Basically, he is "the active 
executive officer" of the Board, acting under the supervision of the 
Board. Mould it not be more in keeping with that idea if, Instead of 
Presidential appointment and confimatlon, the ChaimBn were to be 
elected by the members of the Board from among their own number? 

Ansuer : I do not think that the Chairman of the Federal 
Reserve should be elected by the members of the Board from among 
their own number. Board members are selected for a variety of 
talents and backgrounds that they may bring to the deliberations 
of the Board, and a President does not necessarily choose his 
Dominees because of their qualification to serve as Chairman. The 
selection of the Chairman should be made from among the broadest 
possible i^ange of candidates, and should not be United by statute 
to those who happen to be Board members at any particular time. 
In providing for designation of the Chairman by the President, the 
Federal Reserve Act Is consistent vlth the procedure applicable to 
virtually all other major multi-member agencies of the Government, 

Dr. Burns. I want to thank you for your gracious chairmanship. 
Mr. Mitchell. Thank you. 

[Whereupon, at 12 noon the subcommittee adjourned, subject to 
die call of the Cheiir.] 
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APPENDIX 

The Following Analysis Relevant to the Provisions of H.R. 6273, Was 
Received From the Congressional Research Service of the library 
of Congress for Inclusion in the Record 
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I. Incroduccion. 

The Federal Reserve Act Anendmenca □£ 1977, H.R. 6273. wii intco- 
duced an April 18, 1977 by Repreaentative Parren J. Hitchcll, Chairman of 

Banking, finance and Urban AEfaira. To loli 
ions on H.R. 6273, Mr. Hitchell sent a let 
to a erase section of buainess and acadeni 
of the Federal Reserve Board, former and p 

Banks. Of those teapondents to thia lettei 
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TABULATION OF RISFONDENTS ' FOSITIOHS OH H.R. 6273 
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BACH, George L. 
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Depatcoent of Etoo™i 
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The Johns Hopkins Uni 
Deparcaent of Politic 
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Ohio State Univeraity 
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Yale University 



FRB of Chicago 
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HOSKOWITZ, Arnold K. 
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PACKER, Stephen B 
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TABULATION OF RESPONDENTS ' POSITIOMS ON H.R. 6273 



NamE Affiliacion 

SCHOTT. Francis H. 



e Equitable Life Aieura 



Executive Vice-President, 

Econoaist 

Hartis Trust S Savings Bank 



HOJNILOWER, Albert H, Senior Vice- 



r Federal Reaerve Governors and Reaerve Bank Preaidenta; 



ELLIS, George H. President, Chief ForHr President 

Executive Officer of FRB of Boston 

Hone Savings Bank 
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Fonier Federal Reserve Gove 



ROBERTSON, J. L. 
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Vice Chaitnan of [he 
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University of Calif 
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Those appearing t 
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E City of New York 
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TABUUTION OF RESPONDENTS' POSITIONS ON H.R. 6273 
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U ClaSBificatioo and idem ific«c ion of reipondeocs, baaed on conaultati 
with Staff of the House Subcomitcee on Domestic Monetary Policy. In 
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A. I»ue> ■■■ociated vith U.R. 6273. 

A principal feaCuTC of H.R. 6273 
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thii chronological ordering; and c) provisions foe filling Che tuo uppoinC- 
ed positions, should vacancies occur before (he expicacion of Che cegulac- 
ized terns. Th» vieHB on the cicning of the terns of office presented by 
Chose responding Co Mr, Hicchell's letter calling for enperC opinions on 
H.R. 6273 are discusaed below in sectiona tl through V in terms of each of 
these elemenca . 



Another feature of the bill i 
of Preaidencial appointees Co the po 
of Che Board of Gavernora. This feacu 



differs fron curcenC requirenent 
r Senate confirmation of all ini- 



lal a 
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ment of a chairman or vice chairman or for Che designacion of a 

Senate has been informed about inicial appointnenCs of governor 
being appointed to one of these positions. Views of respondent 
specc CO the confimacion provision of H.R, 6273 are discussed 
section of Chis paper, secCion VI. 
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B. Moderate increase in Freaidenc 
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III. Regularii 



in flue 



ning c 
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ving Cull responsibilicy for hia 



of reaulting Pre 



possibility that the capability of the President Co coordinate nation 
economic policies might be enhanced. Perceptions of the respondents 
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. 6273. Hov- 



his own Chairnan even if Che only «ffecC is CD in- 
confidence in Che potential lucceia of hia oun 
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BlieYe the change Chat would be produced by your bill 
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B. Coordination Bodersttly enhanced (bill proponents). 
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tary policy would be aoderaCely enhanced generally conclude Chat coordina- 
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in this group who favor Che bill typically agree thac auch coordinacion is 
properly Che responsibility of elected officials. 
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Cion* that prevail while he i» in office, rather Chan for 
Chose that prevail after h« has left office, hit influence 
over the Federal Reserve should, Co the extent possible, co- 
incide wich his om Cem of office. (Hayer) 
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